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Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholder of
Todd Securities, Inc.:

We have audited the accompanying statement of financial condition of Todd Securities, Inc. (the Company), a
North Carolina corporation, as of December 31, 2004. This statement of financial condition is the responsibility
of the Company’s management. Our responsibility is to express an opinion on the statement of financial
condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
as established by the Auditing Standards Board of the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the statement
of financial condition is free of material misstatement. An audit includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for
the purpose of exptessing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall presentation. We
believe that our audit provides a reasonable basis for our opinion.

In oﬁr opinion, the statement of financial condition referred to above presents faitly, in all material respects, the
financial position of Todd Securities, Inc. as of December 31, 2004, in conformity with accounting principles
generally accepted in the United States of America.

: Hod Thndos X7

Charlotte, North Carolina
February 15, 2005

628 Green Valley Road
Suite 300

Greensboro, NC 27408

T 336.834.1200

F 336.834.1210

W www.grantthornton.com

Grant Thomton LLP ‘
US Member of Grant Thornton International -




Todd Securities, Inc.

Statement of Financial Condition

December 31, 2004
Assets
Cash and cash equivalents $105,741
Commissions receivable 5,169
Receivables from Todd Consulting, Inc. 23,798
Prepaid expenses and other assets 20,296
| $155,004
Liabilities and Stockholder’s Equity
Commissions payable $§ 3,853
Payables to Todd Consulting, Inc. 70,628
Income taxes payable (Note D) 2,412
Deferred income taxes (INote D) 3,633
- 80,526
Commitments and contingencies (Note E)
Stockholder’s equity:
Common stock, no par value; 100,000 shares authorized, 100 shares issued and outstanding 10,000
Retained earnings 64,478
~ Total stockholder’s equity 74,478
. $155,004

The accompanying notes are an integral part of this financial statement.
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Todd Securities, Inc.

Noteb to Financial Statement
December 31, 2004

Note A - Organization and Summary of Significant Accounting Policies

Organization and Nature of Operations

Todd Securities, Inc. (the Company), a North Carolina corporation, is a limited broker-dealer that transacts
variable life insurance business (including mutual funds and wrap fee products), for Todd Consulting, Inc. The
Company is a wholly owned subsidiary of Todd Consulting, Inc. (the Parent). The Company has elected to be
registered as a broker-dealer, and thus is subject to various rules and regulations promulgated by the Securities

and Exchange Commission (SEC) (see Note G). The Company was approved for membership with the National
Association of Securities Dealers (NASD) on January 17, 2002. Accordingly, the accompanying financial
statements have been prepared in accordance with accounting principles generally accepted in the United States of
America as applicable to brokers and dealers in securities.

* The Company was incorporated in July 2001 and started processing transactions in July 2002. The initial capital
of $10,000 to fund the broker-dealer was obtained from The Todd Organization of the Carolinas, L.L.C. and
subsequently from Todd Consulting, Inc. (see Note B). The Parent also paid $80,500 of start-up costs (consulting
fees, registration fees, license fees, salaries, etc.) related to the formation of the Company. These costs ate not to
be reimbursed by the Company, and as such are not recorded in the accompanying financial statements of the
Company.

Under a Networking Agreement with the Parent dated June 24, 2002, the Company provides compliance,
regulatory and educational services specifically designed for the sophisticated marketplace in which independent
producers of the Parent operate. The Company’s focus is on the needs of the Parent’s producers in marketing
variable insurance products and mutual funds to clients. The charge for the Company’s services 1s 4% of
comimissions earned, except on Northwestern Mutual Life Insurance Company (Northwestern Mutual) variable
insurance products. The sale of Northwestern Mutual variable insurance products is handled through a dual
registration with NMIS (Northwestern Mutual’s wholly owned broker-dealer). The Networking Agreement also
states that all commissions and other forms of revenue derived from the sale of registered products by the
registered representatives of the Parent are to be paid to the Parent and then distributed to the Company based
on the percentage discussed above. The Company also has entered into an Administration and Services
Agreement under which the Parent provides the materials, services and assistance necessary to operate the
broker-dealer (see Note F). Amounts receivable from or payable to the Parent under these agreements are
reflected in the accompanying financial statements.

Cash and Cash Equivalents

Short-term investments with maturities of three months or less are considered cash equivalents.
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Todd Securities, Inc.

Noteg to Financial Statement
December 31, 2004

Revenue Recognition

The Company derives transaction revenues from commissions related to broker-dealer transactions in new and
existing life insurance policies. First year commissions are recognized as revenue in the amount due or paid by
the carrier at the time the policy application is substantially completed, the initial premium payment is paid and
the insured party is contractually committed to purchase the insurance policy. Renewal commission revenue is
recognized when the premium or commission is due or paid. The Company records the gross commissions
received or receivable related to these policies as variable insurance product commissions revenue and the
commissions paid or payable to other parties as commissions expense. The difference between these amounts
represents the net 4% commission earned by the Company.

Income Taxes

Provision for income taxes is based on pretax financial accounting income. The Company accounts for income
taxes using the liability method. Accordingly, deferred income taxes are recognized for the expected future tax
consequences ot temporary differences between financial statement carrying amounts and the tax basis of existing
assets and liabilities using enacted tax rates expected to be in effect when those amounts are realized.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts and
disclosures in the financial statements. Actual results could differ from those estimates.

Note B - Comimon Stock

Stock 1ssued represents shares issued to The Todd Otrganization of the Carolinas, L.L.C. in exchange for $10,000
in August 2001 to capitalize the Company. On June 24, 2002, the Patent purchased all the outstanding shates of
the Company from The Todd Organization of the Carolinas, L.L.C. for $10,000. In addition, the Parent
reimbursed The Todd Organization of the Carolinas, L.L.C. for $80,500 of start-up costs paid on behalf of the
Company (see Note A).

Note C - Retirement Plan

The Company participates in a retirement plan pursuant to Section 401(k) of the Internal Revenue Code. The
plan is sponsored by the Parent. Company contributions to the plan are discretionary, and there wete no such
contributions fot the year ended December 31, 2004.
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Todd Securities, Inc.

Notes‘ to Financial Statement
December 31, 2004

Note D - Income Taxes

Deferred income taxes reflect the net income tax effects of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The
current deferred tax liability of $3,633 as of December 31, 2004, reflects temporary differences related to prepaid
expenses.

The provision for income taxes consists of the following for the year ended December 31, 2004:

Current $3,530
Deferred 6
$3,536

The difference between the total provision for income taxes and the amount computed by applying the statutory
federal income tax rate to the income before income taxes relates primarily to state income taxes.

Starting for 2004, the Parent will file a consolidated federal tax return which includes the Company. For purposes
of these financial statements, the Company has presented federal income taxes on the separate return method
allowed under Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.”
Accordingly, the federal income taxes payable of $2,362 and federal deferred income tax liability of $2,431 at
December 31, 2004, is due to the Parent, which files the consolidated federal income tax return.

No income tax was paid for the year ended December 31, 2004.

Note E - Commitments and Contingencies

There is no pending or threatened litigation involving the Company as of December 31, 2004.

Note F - Administration and Services Agreement

On July 19, 2002, the Company and the Parent entered into an Administration and Services Agreement (the
Agreement). The Agreement was amended as of September 30, 2004. Under the Agreement, the Parent will
provide certain facilities, services, personnel and assistance to the Company, including, but not be limited to, the
following: ‘

- Perform all bookkeeping and accounting functions in accordance with accounting principles generally
accepted in the United States of America

~  Establish and maintatn all records tequired by law

~  Furnish all stationary, forms and supplies

~  Provide all necessary clerical and professional staff to petform the above activities in accordance with the
standards set forth in the Agreement

~  Provide all computer hardware and software capabilities and facilities to expeditiously and efficiently
carry out the services to be petformed

~  Provide office space, furniture, fixtures, equipment and supplies
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Todd Securities, Inc.

Noted to Financial Statement
December 31, 2004

- Prepare all reports required by governmental, regulatory and supervisory authorities

- ' Bill and collect all premiums

- Develop and maintain manuals for all of the Company’s internal operations, including, but not limited to,
accounting records

The fees charged for these services are intended by the parties to be reasonable in relation to the services
provided and are determined on a quarterly basis. However, under the Agreement, no charges or fees shall be
due or. payable until or unless the Company shall have sufficient income to pay such charges or fees without
violating SEC rules 17a-11 or 15¢3-1. Moreover, and not withstanding any other provisions or conditions of the
Agreement, to the extent any such charges or fees become due or payable in contravention of SEC rules 17a-11
or 15¢3-1, then such obligation of the Company to pay fees or charges shall be solely at the discretion of the
Company and will not be deemed a contractual liability of the Company. During 2004, the Company recorded

and paid $100,000 of fees incurred under this Agreement. These amounts are presented in operating expenses in
the accompanying statement of income.

Note G - Securities and Exchange Commission Matters

Net Capital Requirements
The Company 1s subject to the Securities and Exchange Commission’s Uniform Net Capital Rule 15¢3-1, which
requires the maintenance of minimum net capital, as defined, which shall be the greater of $5,000 or 6-2/3% of

aggregate indebtedness. The Company had net capital of $28,848 at December 31, 2004, which was $23,722 in
excess of its minimum net capital requirement of $5,126 at December 31, 2004.

Reserve Requirements

The Company does not carry customer accounts. As such, it is exempt from SEC Rule 15¢3-3, pursuant to
Section k(2)(i) of that rule.
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